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Business Situation

Final Estimates for the Fourth Quarter of 2002

HE picture of the economy shown in the final esti-

mates of the national income and product ac-
counts (NIPA’s) for the fourth quarter of 2002 is
virtually the same as in the preliminary estimates re-
leased last month. Revisions to the components of
GDP were offsetting and generally small (see the sec-
tion “Revisions”).

According to both the final and the preliminary esti-
mates, real gross domestic product (GDP) increased
1.4 percent in the fourth quarter (table 1 and chart 1).!
(Over the past 20 years, the average revision to GDP
growth, without regard to the sign, from the prelimi-
nary estimate to the final estimate was 0.3 percentage
point.) In the third quarter, real GDP had increased 4.0
percent.

The slowdown in real GDP growth from the third
quarter to the fourth was mainly accounted for by con-
sumer spending and exports.>

eConsumer spending contributed 1.19 percentage
points to fourth-quarter growth after contributing

1. Quarterly estimates in the NIPA’s are expressed at seasonally adjusted
annual rates, unless otherwise specified. Quarter-to-quarter dollar changes
are differences between these published estimates. Percent changes are cal-
culated from unrounded data and annualized. “Real” estimates are in
chained (1996) dollars, and price indexes are chain-type measures.

Daniel Larkins and Raymen G. Labella prepared this
article.
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more than twice as much to third-quarter growth
(table 2). Auto and truck purchases decreased after
surging in the third quarter in response to aggres-
sive sales-incentive programs that included gener-
ous rebates and zero-rate financing. In contrast to
the downturn in purchases of durable goods, pur-
chases of nondurable goods accelerated, and pur-
chases of services increased about as much as in the
third quarter.

eExports turned down and subtracted from growth
in the fourth quarter after adding to it in the third.
(Imports accelerated and subtracted more from
growth in the fourth quarter than in the third.)

eInventory investment also contributed to the slow-
down in GDP growth, as inventory stocks grew

2. In this article, “consumer spending” is shorthand for the NIPA series
“personal consumption expenditures,” “government spending” is short-
hand for “government consumption expenditures and gross investment,”

« : » « . . -
and “inventory investment” is shorthand for “change in private invento-

ries.”

Table 1. Real Gross Domestic Product, Real Gross Domestic Purchases, and

Real Final Sales to Domestic Purchasers
[Seasonally adjusted at annual rates]

Billions of chained (1996) dollars
Percent change from
Level Change from preceding quarter
preceding quarter
2002 2002 2002
\% | I 1l [\ | I I} v
Gross domestic product ................. 9,518.2 | 1144 29.2 | 93.2| 326 5.0 1.3 40| 14
Less: Exports of goods and services 1,061.6 | 88| 34.9| 122 |-16.1 35| 143| 46(-58
Plus: Imports of goods and services 15938 | 29.9| 758 | 12.8| 281 85| 222 33| 74
Equals: Gross domestic purchases | 10,005.5 | 132.9 | 62.6 | 939 | 70.8|| 56| 26| 39| 29
Less: Change in private inventories 258 | 69.5| 33.8| 13.9 20 | USSR SRR [P [
Equals: Final sales to domestic
purct 9,970.1 | 721 | 316 80.1 | 64.0{| 3.0| 13| 33| 26
Personal consumption
expenditures .... 6,637.9 | 498 | 286 675 28.0(| 3.1 18| 42| 17
Durable goods . 1,0106 (-16.1| 48| 51.7|-21.8|| 63| 20| 228 |-82
Nondurable goods 1,950.0 | 364 | -05| 49| 242(| 79| -0.1 10| 541
ServiCeS.....ouuurnnee 37070 | 256 | 240 | 208 | 20.0{| 29| 27| 23| 22
Private fixed investment 15885 | -20| -38| -1.0| 16.9(( -05| -1.0| -03| 44
Nonresidential.. 1,1853 [-18.0 | -7.3| 24| 66|| 58| 24| -08| 23
Structures..... 2126 | -95|-11.5|-135| -5.6(|-14.2 [ -17.6 | -21.4 | 9.9
Equipment and software 9921 | 66| 77| 158 149 27| 33| 67| 62
Residential 3959 | 126 25| 10| 88| 142 27| 11| 94
Government consumption
expenditures and gross
investment 1,7350 | 228 | 6.0| 123 | 194|| 56| 14| 29| 46
Federal.... 6314 106 | 109| 64| 163[| 74| 75| 43|10
National defenst 4132 105 73| 67| 107(| 116 78| 69| 110
Nondefense . 2183 | 02| 36| -02| 56| 04| 69| -03| 111
State and local...... 1,1040 | 122 | 46| 59| 34|| 46| -1.7| 22| 12
Addendum: Final sales of
domestic product..............ccoc...... 9,4831 | 545 -15| 79.3| 259 24 -0.1 34| 14

Norte. Chained (1996) dollar series are calculated as the product of the chain-type quantity index and the 1996 current-
dollar value of the corresponding series, divided by 100. Because the formula for the chain-type quantity indexes uses
weights of more than one period, the corresponding chained-dollar estimates usually are not additive. Chained (1996) dollar
levels and residuals, which measure the extent of nonadditivity in each table, are shown in NIPA tables 1.2, 1.4, and 1.6.
Percent changes are calculated from unrounded data. Percent changes in major aggregates are shown in NIPA table S.1.

(See “Selected NIPA Tables,” which begins on page D-2 in this issue.)
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more slowly than in the third quarter. Inventory GDP growth were partly offset by a step-up in Federal
investment contributed about half as much to GDP  Government spending and by an upturn in private
growth in the fourth quarter as in the third.?

The dampening effects of these components on

Table 2. Contributions to Percent Change in Real
Gross Domestic Product

[Seasonally adjusted at annual rates]

2002
| 1 I} %
Percent change at annual rate:
Gross domestic product 5.00 1.30 4.00 1.40
Percentage points at annual rates:

Personal consumption expenditures .............ccc..ooeveenneeen. 2.22 1.22 2.93 1.19
Durable goods -0.55 0.16 174 | -0.72
Nondurable goods 1.57 | -0.02 0.22 1.01
Services 1.20 1.08 0.97 0.90

Gross private domestic investment ..o 2.53 1.16 0.55 0.93
Fixed investment -0.07 -0.15| -0.03 0.65

Nonresidential -0.66 | -0.27 | -0.08 0.24
Structures -0.44 -053| -0.62| -0.25
Equipment and software ............cccocccvmevvivcnnninens -0.22 0.26 0.53 0.49

Residential 0.60 0.12 0.05 0.41

Change in private inventories 2.60 1.31 0.58 0.28

Net exports of goods and services.... -0.75( -140( -0.01| -1.59

Exports 0.33 1.29 045 | -0.59
Goods -0.23 0.99 028 | -0.82
Services 0.56 0.30 0.17 0.23

Imports -1.08( -269 | -047| -1.00
Goods -040 ( -274| -040| -0.7
Services -0.68 0.05| -0.07| -0.30

Government consumption expenditures and gross
investment 1.04 0.27 0.56 0.85
Federal 0.47 0.47 0.29 0.70

National defense . 0.46 0.32 0.29 0.46

Nondefense 0.01 0.16 | -0.01 0.25

State and local 0.56 [ -0.21 0.27 0.15

Norte. More detailed contributions to percent change in real gross domestic product are shown in NIPA table
8.2. Contributions to percent change in major components of real gross domestic product are shown in tables

8.3 through 8.6.

fixed investment.
eFederal Government spending increased more than

twice as much as in the third quarter; it added 0.70

percentage point to fourth-quarter growth after

adding 0.29 percentage point to third-quarter
growth. Nondefense spending turned up, and
defense spending accelerated. In contrast, spending
by state and local governments slowed.

ePrivate fixed investment increased in the fourth
quarter after declining for 2 years. Investment in
nonresidential structures continued to be a source
of weakness, but it was more than counterbalanced
by investment in nonresidential equipment and

software, which increased for the third quarter in a

row, and by residential investment, which increased

for the fourth quarter in a row.

The price index for gross domestic purchases in-
creased 1.8 percent, 0.2 percentage point higher than
the preliminary estimate. In the third quarter, the price
index had increased 1.2 percent. Food and energy
prices accounted for half of the step-up from the third
quarter to the fourth.

3. In the NIPA’s, the change in private inventories (inventory investment)
affects the level of GDP; the “change in the change” in private inventories
affects the change (or growth) in GDP.
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Revisions

The most notable of the small, offsetting revisions to
the components of GDP were a downward revision to
exports of services and an upward revision to con-
sumer purchases of services (table 3). The downward
revision subtracted 0.12 percentage point from real
GDP growth; the upward revision added the same
amount.

The revision to exports mainly reflected the incor-
poration (on a “best-change” basis) of revised
third-quarter data and newly available fourth-quarter
data on services from BEA’s international transactions
accounts.*

The revision to consumer purchases mainly re-
flected the incorporation of newly available data for
November on electricity and gas usage and unit-values
from the Energy Information Administration.

The upward revision to the price index for gross do-
mestic purchases primarily reflected a revision to the
implicit price for financial services; it reflected the in-
corporation of newly available “call report” data from
the Federal Deposit Insurance Corporation.

The final NIPA estimates for the fourth quarter also
include revised third-quarter estimates of wages and
salaries, personal taxes, and contributions for social in-
surance.

e Wages and salaries were revised down, reflecting the
incorporation of the most recently available tabula-
tions of private wages and salaries from the state
unemployment insurance program by the Bureau of
Labor Statistics.

4. The relationship between estimates in the international transactions
accounts and corresponding estimates in the NIPA’s is shown in Appendix
A, table 2, on page D-74.

Incorporating the source data on a best-change basis provides accurate
measures of the change in the estimates for all periods, but it results in levels
of estimates that are not fully consistent with the source data. In general,
BEA incorporates source data on a best-change basis in order to preserve
accurate estimates of growth and consistent time series. (See also the box
“Incorporating Source Data on the Basis of Best Change,” Eugene P. Seskin
and David F. Sullivan, “Annual Revision of the National Income and Prod-
uct Accounts,” SURVEY OF CURRENT BusiNEss 80 (August 2000): 16.)
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eBoth personal taxes and contributions for social
insurance were revised down, reflecting the revision
to wages and salaries.

As a result of these revisions, real disposable per-
sonal income is now estimated to have increased 1.8
percent in the third quarter (revised down from 3.1
percent) and 2.4 percent in the fourth quarter (revised
down from 2.7 percent).

Table 3. Revisions to Change in Real Gross Domestic Product and

Prices, Fourth Quarter 2002
[Seasonally adjusted at annual rates]

Percent change from Final estimate minus
preceding quarter Preliminary estimate
Billions of
Preliminary Final Percentage | chained
estimate | estimate points (1996)
dollars
Gross domestic product ..................ccccoeuenee. 14 14 0 -1.3
Less: Exports —4.4 -5.8 -14 -39
GOOGS .....vvvvvrrivi e snsenns -11.1 -115 -0.4 0.8
Services 12.3 8.0 4.3 -3.0
Plus: Imports 72 74 0.2 07
GOOMS ..vvrvvvrrreesereessseesnssssse e sesenas 6.1 6.2 0.1 0.4
Services 124 13.0 0.6 03
Equals: Gross domestic purchases............ 2.8 29 0.1 2.7
Less: Change in private inventories 1.1
Equals: Final sales to domestic
purct 25 26 0.1 1.8
Personal consumption expenditure: 15 1.7 0.2 3.8
Durable goods ..... -85 -82 0.3 0.9
Nondurable goods 5.1 5.1 0 0.3
Services 1.9 22 0.3 27
Private fixed investment.... 45 4.4 -0.1 -0.7
Nonresidential.. 25 2.3 -0.2 -0.8
Structures..... -9.8 -9.9 -0.1 0
Equipment and software 6.6 6.2 -0.4 -0.7
Residential 9.4 94 0 0
Government consumption expenditures
and gross investment..............evveeeeeens 49 46 -0.3 -1.3
Federal 11.2 11.0 -0.2 -0.2
National defense... 114 11.0 -04 -0.3
Nondefense . 10.8 1.1 0.3 0.1
State and local..... 1.6 1.2 -04 -1
Addendum:
Final sales of domestic product.................. 1.2 1.1 -0.1 2.2
Gross domestic purchases price inde: 1.6 1.8 0.2
GDP Price iNAEX......c.oveeerverirrerrerieeiereneens 16 1.8 0.2

Nore. The final estimates for the fourth quarter of 2002 incorporate the following revised or additional major
source data that were not available when the preliminary estimates were prepared.

Personal consumption expenditures: Revised retail sales for December, bank services data for the quarter,
and electricity and natural gas usage.

Nonresidential fixed investment: Revised construction put-in-place for November and December.

Residential fixed investment: Revised construction put-in-place for November and December.

Change in private inventories: Revised manufacturers’ and trade inventories for December.

Exports and imports of goods and services: Revised international transactions accounts data on services for
the third quarter and new data on services for the fourth.

Government consumption expenditures and gross investment: Revised State and local construction put-in-
place for November and December.

Wages and salaries: Revised private wages and salaries for the third quarter, and revised employment,
average hourly earnings, and average weekly hours for December.

GDP prices: Revised export and import prices for October through December, revised unit-value index for
petroleum imports for December, and revised prices of single-family houses under construction for the quarter.

Gross National Product, next page.
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Gross National Product

Real gross national product (GNP) increased 1.4 per-
cent in the fourth quarter, the same as real GDP; a de-
cline in receipts from the rest of the world was offset by
a decline in payments to the rest of the world (table 4).>
The decreases in both receipts and payments were
more than accounted for by receipts and payments of
interest income.

“Command-basis” GNP also increased 1.4 percent
(chart 2). This variant of GNP measures the change in
the purchasing power in world markets of the goods
and services produced by the U.S. economy—in other
words, the change in the quantity of goods and services
that could be purchased by the United States as a result
of its current production.

Changes in command-basis GNP reflect changes in
the prices of traded goods and services as summarized
by movements in the “terms of trade”—the ratio of ex-
port prices to import prices. In the fourth quarter, the

5. GNP is a measure of goods and services produced by labor and prop-
erty supplied by U.S. residents. It is equal to GDP plus income receipts from
the rest of the world less income payments to the rest of the world.

Chart 2. Real Gross National Product
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terms of trade were unchanged.®

The national saving rate, which is measured as gross
saving as a percentage of GNP, held at 14.6 percent, the
same as the revised estimate for the third quarter. The
rate had peaked at 18.5 percent in the third quarter of
2000.

6. In the estimates of command-basis GNP, the current-dollar value of the
sum of exports of goods and services and income receipts is deflated by the
implicit price deflator (IPD) for the sum of imports of goods and services
and income payments.

The terms of trade is measured by the following ratio, with the decimal
point shifted two places to the right: In the numerator, the IPD for the sum
of exports of goods and services and of income receipts; in the denomina-
tor, the IPD for the sum of imports of goods and services and of income
payments.

Changes in the terms of trade reflect the interaction of several factors,
including movements in exchange rates, changes in the composition of the
traded goods and services, and changes in producers’ profit margins. For
example, if the U.S. dollar depreciates against a foreign currency, a foreign
manufacturer may choose to absorb this cost by reducing the profit margin
on the product it sells to the United States, or it may choose to raise the
price of the product and risk a loss in market share.

Table 4. Relation of Real Gross Domestic Product, Real Gross National

Product, and Real Command-Basis Gross National Product
[Seasonally adjusted at annual rates]

Billions of chained (1996) dollars

Percent change from

Level Change from preceding quarter
preceding quarter

2002 2002 2002

[\ | 1 Il v | 1 1l v
Gross domestic product ... .| 95182 (1144 | 292 | 93.2 | 326 5.0 1.3 4.0 14
Plus: Income receipts from the rest
of the World........ccceveeereererries 2575| -46| 90| 95| -38(| -72| 157 | 1569 -5.7
Less: Income payments to the rest of
the WOrld. ..o 2642 | 26.1| 290 13| -53|| 587 | 882 | 19| -7.6
Equals: Gross national product ... | 9,512.1 | 840 921012 | 342|| 37| 04| 44| 14
Less: Exports of goods and services
and income receipts from the rest
of the World........ccceveercreererriiens 13144 33| 439 223|-198|| 11| 146| 70| -58
Plus: Command-basis exports of
goods and services and income
receipts from the rest of the world ' | 1,345.4 | 6.3 | 244 | 20.0 |-20.2 19| 76| 61| -58
Equals: Command-basis gross
national product..............c..coonnen. 9,543.1 | 86.9 (-10.3 | 99.0 | 33.8 38| -04 4.3 14

Index number

Addendum:
Terms of trade 2... 102.4| 0.2‘ -16 —0.2| 00(| 08| 60| -08| 00

1. Exports of goods and services and income receipts deflated by the implicit price deflator for imports of goods and

services and income payments.

2. The terms of trade is the following ratio, with the decimal point shifted two places to the right: In the numerator, the
implicit price deflator (IPD) for the sum of exports of goods and services and of income receipts; in the denominator, the IPD

for the sum of imports of goods and services and of income payments.

Norte. See note to table 1 for an explanation of chained (1996) dollar series. Levels of these series are shown in NIPA

tables 1.10 and 1.11.
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Corporate Profits

Profits from current production increased $25.1 bil-
lion (3.2 percent at a quarterly rate) in the fourth quar-
ter after decreasing in the first three quarters of 2002
(table 5).” The after-tax measure of current-produc-
tion profits also increased in the fourth quarter after
decreasing earlier in the year.

Profits of domestic nonfinancial corporations in-
creased $26.8 billion (6.0 percent); unit costs de-
creased, while prices and output increased.® The
increase in prices followed four consecutive declines.
Profits of domestic financial corporations increased
slightly.

Profits from the rest of the world decreased $2.0 bil-
lion.” Both receipts and payments posted modest in-
creases, but the increase in payments was larger.

Cash flow from current production, a profits-re-
lated measure of internally generated funds available
for investment, increased $14.0 billion, a little more

7. Profits from current production is estimated as the sum of profits
before tax, the inventory valuation adjustment, and the capital consump-
tion adjustment; it is shown in NIPA tables 1.9, 1.14, 1.16, and 6.16C (see
“Selected NIPA Tables,” which begins on page D-2) as corporate profits
with inventory valuation and capital consumption adjustments.

Percent changes in profits are shown at quarterly, not annual, rates.

8. “Output” here is the gross product of nonfinancial corporations. It
measures the contribution, or value added, of these businesses to the
Nation's output, and it is measured as the sum of incomes generated by
these businesses.

SURVEY OF CURRENT BUSINESS

than it had decreased in the third quarter.!® The ratio
of cash flow to nonresidential fixed investment, an in-
dicator of the extent to which the current level of in-
vestment could be financed by internally generated
funds, increased to 86.7 percent from 86.0 percent.
(During the expansion of the 1990s, the ratio averaged
82.2 percent.)

Domestic industry profits. The current-produc-
tion measure of profits is not available at detailed in-
dustry levels, because industry detail for the capital
consumption adjustment does not exist. Consequently,
industry profits are best measured by profits with in-
ventory valuation adjustment.

For nonfinancial industries, the largest increase in
this measure of profits was posted by wholesale trade
(chart 3). Retail trade profits, in contrast, decreased.

Manufacturing profits increased about as much as
in the third quarter. The largest increases were posted

9. Profits from the rest of the world is calculated as (1) receipts by U.S.
residents of earnings from their foreign affiliates plus dividends received by
U.S. residents from unaffiliated foreign corporations minus (2) payments
by U.S. affiliates of earnings to their foreign parents plus dividends paid by
U.S. corporations to unaffiliated foreign residents. These estimates include
capital consumption adjustments (but not inventory valuation adjust-
ments) and are derived from BEA’s international transactions accounts.

10. Cash flow from current production is undistributed profits with
inventory valuation and capital consumption adjustments plus the con-
sumption of fixed capital.

Table 5. Corporate Profits
[Quarterly estimates, seasonally adjusted]

Billions of dollars (annual rate)
Percent change from preceding period !
Level Change from preceding period
2002 2002 2002
2002 2001 2002 2001 2002
v 1l \% 1l vV
Profits from current production 7874 796.1 -56.5 55.8 -14.0 25.1 -7.2 7.6 -1.8 3.2

Domestic industries 668.1 682.0 -63.9 87.2 -15.0 2741 -9.9 15.0 2.2 41
Financial 209.7 207.6 -95 36.2 -34 0.3 -5.2 20.9 -1.6 0.1
Nonfinancial 458.4 474.4 -54.4 51.0 -1.7 26.8 -11.8 12.5 25 6.0

Rest of the world 119.3 114.1 75 -31.5 1.0 -2.0 5.2 -20.9 0.9 -1.8
Receipts (inflows) 177.0 187.3 -314 46 12.5 1.4 -15.4 27 7.2 0.8
Payments (outflows) 57.7 733 -38.9 36.1 1.4 3.6 —64.2 166.6 19.6 5.0

IVA -6.9 -8.5 20.0 -11.9 -9.4 6.6

CCAdj 129.1 109.7 35.7 726 -15.2 -7.9

Profits before tax 665.2 694.9 -1121 -5.0 10.6 26.4 -143 -0.7 1.6 3.9
Profits tax liability 213.3 222.4 -60.1 14.0 1.0 77 -23.2 7.0 05 36
Profits after tax 451.9 472.5 -52.0 -19.0 95 18.7 -10.0 -4.0 2.1 41

Profits from current production less tax liability ................cccocoverriniinninn. 574.1 573.7 36 41.8 -15.0 17.4 0.7 7.9 -2.6 3.1
Cash flow from current production 967.3 968.7 38.1 55.5 -12.0 14.0 44 6.1 -1.2 1.5
Domestic industry profits:

Corporate profits of domestic industries With IVA............coveurineeinneineinneins 539.0 572.3 -99.6 14.6 0.2 35.0 -16.0 2.8 0.0 6.5
Financial 217.3 216.5 -10.4 26.7 24 04 5.2 14.0 -1.1 0.2
Nonfinancial 321.7 355.8 -89.3 -12.0 26 346 -21.41 -3.6 0.8 10.8

Manufacturing 926 108.9 -76.4 9.2 8.6 8.4 —-47.8 11.0 9.3 8.4
Transportation and public utilities 16.7 215 -8.9 -11.0 -3.9 8.3 -24.5 -39.7 -22.9 63.2
Wholesale trade 47.3 58.9 -17.3 25 -0.3 14.4 -28.0 5.7 -0.7 324
Retail trade 81.2 75.1 5.7 2.1 -35 74 7.8 26 -4.0 -9.0
Other 83.9 915 78 -14.9 1.7 10.9 8.6 -15.0 22 135
Dollars
Unit price, costs, and profits of nonfinancial corporations:

Unit price 1.036 1.037 0.012 -0.005 -0.001 0.002

Unit labor cost 0.680 0.679 0.007 -0.015 -0.001 0.000

Unit nonlabor cost 0.269 0.270 0.017 0.002 0.002 -0.001

Unit profits from current production 0.086 0.088 -0.011 0.007 -0.003 0.004

1. Quarterly percent changes are not annualized.
Nore. Levels of these and other profits series are shown in NIPA tables 1.14, 1.16, 6.16C, and 7.15.

IVA Inventory valuation adjustment
CCAdj Capital consumption adjustment



6 Business Situation

by petroleum refiners and by manufacturers of fabri-
cated metal products. The largest decreases were
posted by manufacturers of industrial machinery and
equipment and by manufacturers of motor vehicles;
both industries continued to record losses in the
fourth quarter. For industrial machinery, the loss was
the 6™ in a row; for motor vehicles, the 11th.

Profits in the transportation and public utility
group turned up sharply. Transportation registered
positive profits after four consecutive losses. In com-
munications, which is included in this industry group,
losses continued for the 12 consecutive quarter, but
they were not as severe as in the third quarter. Profits
of utilities increased after decreasing.

Profits of “other” nonfinancial corporations in-
creased much more than in the third quarter. Produc-
ers of crude oil and of services were mainly responsible
for the step-up.

For financial industries, increases in the profits of
commercial banks and of property and casualty insur-
ance companies were largely offset by lower earnings of
Federal Reserve banks.

Profits before and after tax. The fourth-quarter in-
crease in profits before tax (PBT) was similar to the in-
crease in profits from current production, as changes
in the inventory valuation and capital consumption
adjustments were offsetting.!! (Earlier in the year, the
capital consumption adjustment had been bigger—

11. Profits before tax is based on inventory and depreciation practices
used in tax accounting, whereas the current-production measure—which
excludes nonoperating items, such as special charges and capital gains and
losses—is based on depreciation of fixed assets and inventory withdrawals
valued at current cost.

April 2003

that is, more negative—and had not been offset by the
inventory valuation adjustment.'?)

Profits after tax (PBT less profits tax liability) in-
creased 4.1 percent in the fourth quarter, about twice
as much as in the third quarter and more than at any
time since the end of 1999.

The year 2002. For the year as a whole, profits from
current production rebounded $55.8 billion (7.6 per-
cent), to $787.4 billion; in 2001, they had decreased
about that amount." Profits of domestic corporations
more than accounted for the upturn. Profits of domes-
tic nonfinancial corporations increased $51.0 billion
after decreasing $54.4 billion, as unit profits and out-
put turned up. Profits of domestic financial corpora-
tions increased $36.2 billion after decreasing $9.5
billion.

Profits from the rest of the world turned down, as
payments by domestic affiliates to foreign parents
turned up sharply.

Domestic profits with inventory valuation adjust-
ment increased $14.6 billion after decreasing $99.6 bil-
lion. Nonfinancial profits decreased much less than in
2001, and financial profits turned up. The improve-
ment in nonfinancial profits was accounted for by
manufacturing and, to a lesser extent, by wholesale
trade.

12. Since the fourth quarter of 2001, changes in the capital consumption
adjustment have been dominated by the effect of tax law changes that allow
accelerated depreciation for certain investments. See the box “Effects of the
Job Creation and Worker Assistance Act of 2002,” “Business Situation,” SUr-
VEY 82 (June 2002): 14.

13. These changes are calculated from annual levels for 2001 and 2002.
Current-production profits in the fourth quarter of 2002 were $15.3 billion
(1.9 percent) less than in the fourth quarter of 2001.

Chart 3. Corporate Profits with Inventory Valuation Adjustment: Change from 2002:11l to 2002:1V
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In contrast to the increase in current-production
profits, PBT decreased a little in 2002. The difference
between the two measures of profits was more than ac-
counted for by the capital consumption adjustment.
The divergent movements in current-production prof-

Government Sector

The combined current deficit of the Federal Govern-
ment and of state and local governments increased
$33.1 billion, to $298.3 billion, in the fourth quarter
after increasing $24.5 billion in the third (table 6).!
The fourth-quarter increase was more than accounted
for by the Federal current deficit, which increased
more in the fourth quarter than in the third. The state
and local current deficit decreased in the fourth quar-
ter after increasing in the third.

Federal

The Federal Government current deficit increased
$37.2 billion in the fourth quarter after increasing
$14.9 billion in the third. Current expenditures turned
up more than current receipts.

Current receipts. Federal current receipts increased
$5.6 billion in the fourth quarter after decreasing $19.6
billion in the third. The upturn reflected a smaller de-
crease in personal tax and nontax receipts in the fourth
quarter than in the third and accelerations in corporate
profits accruals and in contributions for social insur-
ance. In contrast, indirect business tax and nontax ac-
cruals turned down.

Personal tax and nontax receipts decreased $6.0 bil-
lion after decreasing $25.3 billion. The smaller de-
crease in the fourth quarter than in the third was
mostly accounted for by personal income taxes. Within
personal income taxes, nonwithheld income taxes de-
creased $3.6 billion after decreasing $13.7 billion, and
withheld income taxes decreased $2.3 billion after de-
creasing $11.1 billion.

Corporate profits tax accruals increased $6.4 billion
after increasing $0.9 billion. The acceleration reflected
the pickup in domestic corporate profits before tax.

Contributions for social insurance increased $6.1
billion after increasing $2.6 billion. The acceleration
was more than accounted for by contributions for so-
cial security (old-age, survivors, disability, and health

14. The combined current surplus or deficit of the Federal Government
and state and local governments is the NIPA measure of net saving by gov-
ernment. Net saving equals gross saving less consumption of fixed capital.
These estimates are shown in NIPA table 5.1.
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its and PBT carried through to after-tax profits: PBT
less tax liability decreased 4.0 percent in 2002 after de-
creasing more than twice as much in 2001; cur-
rent-production profits less tax liability increased 7.9
percent after a much smaller increase.

Table 6. Government Sector Current Receipts and Expenditures
[Billions of dollars, seasonally adjusted at annual rates]

Level Change from preceding quarter

2002 2002
% | Il I} %
Current receipts 2,887.3 | -120.4 10| -73 17.9

Current expenditures 3,185.6 724 50.1 17.2 51.0

Current surplus or deficit(-).. -208.3 | -192.7 | -39.1| -245| -33.1

Social insurance funds 499 | -124| -143| -16 1.9

Other -348.2 | -180.4 | -24.8 | -22.9 | -35.0
Federal Government

Current receipts 1,869.7 | -1076 | -1.0| -19.6 5.6

Personal tax and nontax receipts... 8253 | -150.7 | -182| -253 | -6.0

1875 | 276 9.7 0.9 6.4
115 1.1 1.8 22| -09
7454 145 5.6 26 6.1

21174 | 595| 488 | -47| 428

608.9 | 227 147 88| 191
4032 | 16.1 10.4 64| 143

Corporate profits tax accruals........
Indirect business tax and nontax accruals..
Contributions for social insurance

Current expenditures

Consumption expenditures...
National defense

Nondefense 205.8 6.7 4.4 23 49
Transfer payments (Net) ......ccco..couemrvvveinsnnciiiinsiiinnns 9485 | 46.0 10.7 6.5 144
To persons 934.0 385 229 74 9.6

14.5 75| -122| -09 4.8
315.8 29| 173| -46| 108
-13.1 64| -91 =37

To the rest of the world
Grants-in-aid to State and local governments

Net interest paid. 202.1
Subsidies less current surplus of government
enterprises 421 1.1 -03| -64 22
Subsidies 46.3 1.8 06| -05 1.3
Of which: Agricultural subsidies. . 220 1.0 0.1 -0.8 12
Less: Current surplus of government enterprises 4.2 0.7 1.0 57| -08
Less: Wage accruals less disbursements................. 0.0 0.0 0.0 0.0 0.0
Current surplus or defiCit (=) .....c.vevreeererverieiiirnens —247.7 | -167.1 | -49.8 | -149| -372
Social insurance funds 50.0 [ -123 | -144| -16 1.9
Other -297.7 | -154.8 | -354 | -13.3 | -39.1

State and local governments
Current receipts

Personal tax and nontax receipts...
Corporate profits tax accruals........
Indirect business tax and nontax accruals..
Contributions for social insurance..
Federal grants-in-aid....

Current expenditures ...

Consumption expenditures
Transfer payments to persons...

13334 -99( 292 78| 2341

2714 | -22.3 33 24 37
34.9 43 15 0.2 12
701.8 5.3 741 9.6 73
9.5 0.1 0.1 0.0 0.1
315.8 29 17.3| -46 10.8

13840 ( 158 185| 174| 190

1,050.1 95| 129 9.0| 105
349.5 8.0 73 80| 108

Net interest paid. -19| -0.1 -0.1 0.0 0.1
Less: Dividends received by government................. 0.5 0.0 0.1 0.0 0.0
Subsidies less current surplus of government

enterprises -132| -15| -16 04| -24

SUDSIAIES .vvvvvveevvveeerieseeeissseeessssss e seseans 04| -15| -09 12 -21

Less: Current surplus of government enterprises 128 0.0 0.7 08 0.3
Less: Wage accruals less disbursements................. 0.0 0.0 0.0 0.0 0.0
Current surplus or deficit (=) .......ccccovuveensrreiiiinciiinnns -506 | -25.6 10.7| -9.6 41
Social insurance funds -0.1 0.0 0.1 0.0 0.0
Other -505| -25.6| 107 -97 441
Addendum:
Net lending or net borrowing (=) ".......cooveevvviivnninnes -398.5|-200.0 | -35.7 | -20.9| -36.5
Federal -271.7| -172.7| -53.7 | -10.5| -38.2
State and local -126.8 | 273 180 -104 1.7

1. “Net lending or borrowing” is conceptually similar to “net financial investment” in the flow of funds
accounts prepared by the Board of Governors of the Federal Reserve System. The two measures differ prima-
rily because government net lending or borrowing is estimated from data for transactions, whereas net financial
investment is estimated from data for financial assets. There are also small conceptual differences, such as the
classification of the Federal Government's railroad retirement and veterans life insurance programs.
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insurance trust funds), which increased $6.1 billion af-
ter increasing $2.9 billion, reflecting an acceleration in
wage and salary disbursements.

Indirect business tax and nontax accruals decreased
$0.9 billion after increasing $2.2 billion. The downturn
was more than accounted for by a downturn in custom
duties, which decreased $1.8 billion after increasing
$3.0 billion. In contrast, nontaxes turned up, increas-
ing $0.3 billion after decreasing $0.7 billion.

Current expenditures. Current expenditures in-
creased $42.8 billion in the fourth quarter after de-
creasing $4.7 billion in the third. The upturn was
accounted for by upturns in grants-in-aid to state and
local governments and in “subsidies less current sur-
plus of government enterprises” and accelerations in
consumption expenditures and in transfer payments.
In addition, net interest paid decreased less than in the
third quarter.

Grants-in-aid to state and local governments in-
creased $10.8 billion after decreasing $4.6 billion.
Grants for state Medicaid programs, for education, for
labor training and services, and for housing and com-
munity services all turned up.

“Subsidies less current surplus of government enter-
prises” turned up, increasing $2.2 billion after decreas-
ing $6.4 billion. The upturn was mostly accounted for
by a downturn in “current surplus of government en-
terprises.” The current surplus of the Postal Service
turned down, decreasing $0.8 billion after increasing
$4.9 billion; the third-quarter surplus had been
boosted by the postal rate increase for all classes of
mail that went into effect on June 30, 2002.

Consumption expenditures increased $19.1 billion
after increasing $8.8 billion. The acceleration was
mostly accounted for by an acceleration in defense
consumption expenditures. Within defense consump-
tion expenditures, services increased $16.0 billion after
increasing $4.7 billion. Within services, “other ser-
vices” (which includes expenditures for research and
development, transportation of materials, travel of
persons, and for other services) increased $17.3 billion
after a $3.5 billion increase; in contrast, compensation
of employees turned down, decreasing $1.9 billion af-
ter a $0.9 billion increase. Durable goods turned down,
decreasing $1.1 billion after a $1.4 billion increase;
spending on parts for aircraft, for ships, for electronics,
and for other durable goods turned down, and spend-
ing on parts for missiles decelerated.

Nondefense consumption expenditures increased
$4.9 billion after an increase of $2.3 billion. The accel-
eration was mostly accounted for by services. Within
services, compensation of employees increased $3.4
billion after increasing $1.9 billion. The acceleration
was the result of increased employment at the Trans-
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portation Security Administration: In the third quar-
ter, 16,200 employees were hired, and in the fourth
quarter, 35,800 more employees were hired.

“Transfer payments (net)” increased $14.4 billion
after increasing $6.5 billion. Transfer payments to the
rest of the world turned up, increasing $4.8 billion af-
ter decreasing $0.9 billion. Transfer payments to per-
sons accelerated, increasing $9.6 billion after
increasing $7.4 billion. The acceleration was accounted
for by accelerations in Medicare, food stamps, and so-
cial security (old-age, survivors, and disability insur-
ance). The acceleration in food stamps was partly due
to a 1.4-percent cost-of-living adjustment that took ef-
fect in October.

Net interest paid decreased $3.7 billion after a de-
crease of $9.1 billion. Gross interest paid decreased
$0.9 billion after decreasing $7.8 billion, primarily re-
flecting an upturn in interest paid to persons and busi-
ness.

State and local

The state and local government current deficit de-
creased $4.1 billion in the fourth quarter after increas-
ing $9.6 billion in the third. Current receipts
accelerated more than current expenditures.

Current receipts. State and local government cur-
rent receipts increased $23.1 billion after increasing
$7.8 billion. The acceleration was more than accounted
for by the upturn in Federal grants-in-aid.

Personal tax and nontax receipts increased $3.7 bil-
lion after increasing $2.4 billion. The acceleration was
mostly accounted for by personal income taxes, which
increased $2.8 billion after increasing $1.5 billion.

Corporate profits tax accruals accelerated, increas-
ing $1.2 billion after increasing $0.2 billion.

Indirect business tax and nontax accruals deceler-
ated, increasing $7.3 billion after increasing $9.6 bil-
lion. The deceleration was more than accounted for by
sales taxes, which increased $1.4 billion after increasing
$6.6 billion. Within sales taxes, the deceleration was
accounted for by slowdowns in general sales taxes and
tobacco taxes.

Current expenditures. Current expenditures in-
creased $19.0 billion after increasing $17.4 billion.
Transfer payments to persons and consumption ex-
penditures accelerated, while “subsidies less current
surplus of government enterprises” turned down.

Transfer payments to persons increased $10.8 bil-
lion after an increase of $8.0 billion. The acceleration
was mostly accounted for by a pickup in Medicaid pay-
ments.

Consumption expenditures increased $10.5 billion
after increasing $9.0 billion. The acceleration was
mostly accounted for by nondurable goods, which
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increased $3.7 billion after increasing $2.4 billion.
Within nondurable goods, petroleum products accel-
erated.

“Subsidies less current surplus of government enter-
prises” decreased $2.4 billion after increasing $0.4 bil-
lion. This downturn was more than accounted for by
subsidies, which decreased $2.1 billion after increasing
$1.2 billion, reflecting California electricity subsidies.
(The NIPA’s treat the special purchases of electricity
made by California, net of receipts from commercial
and residential users, as a subsidy payment.) In
the fourth quarter, subsidies turned negative as
California recovered subsidies paid in earlier pe-
riods.

Net lending or net borrowing

“Net lending or net borrowing(—)” is an alternative
measure of the government fiscal position. Net lending
is the financing requirement of the government sector
and is derived as the current surplus plus the con-
sumption of fixed capital and “capital transfers re-
ceived (net)” less gross investment and net purchases
of nonproduced assets."

Net borrowing increased $36.5 billion in the fourth
quarter after increasing $20.9 billion in the third. Fed-
eral net borrowing increased $38.2 billion as a result of
an increase in the current deficit. State and local net
borrowing decreased $1.7 billion, mainly as a result of
the decrease in the current deficit.

Government gross investment increased $0.5 billion
after increasing $3.5 billion. The deceleration was
mostly accounted for by state and local government
gross investment, which increased $0.4 billion after in-
creasing $2.7 billion. Federal Government gross invest-
ment also decelerated, increasing $0.1 billion after
increasing $0.8 billion.

The government sector in 2002

The combined fiscal position of the Federal Govern-
ment and of state and local governments shifted from a
surplus of $40.7 billion in 2001 to a deficit of $251.4
billion in 2002. The shift was mostly accounted for by a
shift in the Federal fiscal position.

The Federal fiscal position decreased $271.9 billion
in 2002, from a current surplus of $72.0 billion to a
current deficit of $199.9 billion. Receipts decreased
and expenditures increased.

15. Net lending or net borrowing estimates are shown in NIPA tables
3.1-3.3.
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Federal current receipts decreased $132.8 billion, to
$1,875.6 billion. Personal tax and nontax receipts de-
creased $163.9 billion. In contrast, contributions for
social insurance increased $21.2 billion, corporate
profit tax accruals increased $9.6 billion, and indirect
business taxes increased $0.3 billion.

Federal current expenditures increased $139.1 bil-
lion, to $2,075.5 billion. “Transfer payments (net)” in-
creased $89.5 billion, consumption expenditures
increased $58.1 billion, and grants-in-aid to state and
local governments increased $28.3 billion. In contrast,
net interest paid decreased $30.3 billion, and “subsi-
dies less current surplus of government enterprises”
decreased $6.6 billion.

The state and local government current deficit in-
creased $20.2 billion, to $51.5 billion, in 2002. Current
expenditures increased more than current receipts.

State and local current receipts increased $43.6 bil-
lion, to $1,304.9 billion. Federal grants-in-aid in-
creased $28.3 billion, indirect business taxes and
nontax accruals increased $25.4 billion, corporate
profits tax accruals increased $4.4 billion, and contri-
butions for social insurance increased $0.2 billion. In
contrast, personal tax and nontax receipts decreased
$14.6 billion.

State and local current expenditures increased $63.8
billion, to $1,356.4 billion. Consumption expenditures
increased $40.8 billion, and transfer payments to per-
sons increased $31.2 billion. In contrast, “subsidies less
current surplus of government enterprises” decreased
$8.1 billion, and net interest paid decreased $0.1 bil-
lion.

Total gross investment of the Federal Government
and state and local governments increased $16.0 bil-
lion, to $351.9 billion.

Federal gross investment increased $7.5 billion, to
$107.2 billion. Defense equipment and software in-
creased $5.7 billion, and nondefense structures in-
creased $1.9 billion.

State and local gross investment increased $8.5 bil-
lion, to $244.7 billion. Structures increased $10.6 bil-
lion, while equipment and software decreased $2.1
billion.

Net lending or net borrowing. Net borrowing in-
creased $305.0 billion, to $351.9 billion, in 2002. Most
of the increase was accounted for by a shift in the Fed-
eral Government fiscal position from net lending of
$58.9 billion in 2001 to net borrowing of $224.5 billion
in 2002. State and local government net borrowing in-
creased $21.6 billion, to $127.4 billion.



